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Joel E. Lubin Room 5460C2

Regulatory Vice President 295 North _Maple Avenue

Government Affairs Basking Ridge, NJ 07920
908 221-7319

FAX 908 221-4628

EX PARTE OR LATE FILED

July 17. 1996

Mr. William F. Caton

Acting Secretary

Federal Communications  ymmission
1919 M Street N.W_, Roor 222
Washington, D.C. 20554

Re: Ex Parte CC Docket No. 96-98 -
Implementation of the Local Competition
Provisions of the T::lecommunications Act of 1996

Dear Mr. Caton:

On July 16, 1996, | met with Greg Rosston of the Commission's Staff to discuss
AT&T's public position on avoided costs for resold local services.

Further, in respons:- to a request from the Commission Staff, AT&T has used data
from publicly available RB:)C ARMIS reports to calculate an overall avoided cost
discount for each of the RBOCs, as well as an aggregated avoided cost discount for all
RBOCs. The attached doc ument sets forth the results of these calculations. These
calculations are less compl :x or refined than those used in AT&T's Avoided Cost Model
(the "Model"), documenta:ion of which was filed with the Commission as Exhibit E to the
Reply Comments of AT& ~Corp. in CC Docket No 96-98, because the Model assigns
ILEC revenues and expen:es to, and determines an avoided cost discount for, each of five
ILEC lines of business: A :cess, Miscellaneous; Private Line; Toll and Local.
Nevertheless, these overal RBOC calculations result in avoided cost discounts ranging
from 31% to 44%, and th s validate the Model's methodology
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Two copies of this "lotice are being submitted to the Secretary of the Commission
in accordance with Section |.1206(a)(1) of the Commission's Rules. Because my meeting
with Mr. Rosston occurred ‘ate in the day on July 16th, this Notice is being filed on the
next business day.
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AVOIDED COST CALCULATIONS

In its calculations, AT&T started with total RBOC revenues (from the RBOC's
ARMIS reports) and subtracted those revenues not subject to discount, i.e., access
revenues and miscellaneous. AT&T then identified those direct expenses which are not
applicable to the RBOC:s provision of wholesale services, i.e., Uncollectibles (Account
5300), Marketing Expense (Account 6610), Customer Service Expense (Account 6620),
and Operator Systems Expense (Account 6220), plus a portion of Operations Testing
(Account 6533) and Operations Plant Administration (Account 6534), and considered
these costs to be avoided.

AT&T then identified indirect expenses associated with the following ARMIS
accounts: Network Support (Account 6110); General Support (Accounts 6120);
Executive and Planning (Account 6710) and General and Administrative (Account 6720).
As shown on the Indirect Expense Worksheet, Depreciation Expense from Account 6560
for General Support Assets and Operator Systems was also identified by determining the
ratio of Total Land and Support Assets and Operator Systems Assets, respectively, to
Total Plant in Service from ARMIS 43-02, and applying that ratio to the RBOC's
depreciation expense shown in Account 6560,

The expenses for Operator Systems depreciation were considered totally avoided.
The other indirect expenses generally support all services, and, while not attributable to
any particular service, they do in fact change as the overall level of services changes.
These indirect costs were deemed avoided in proportion to the amount of direct costs that
were avoided. As demonstrated by the regression analysis filed in this proceeding at the
Commission's request on June 28, 1996, a statistically significant and proportionate
relationship exists between growth in direct costs and growth in indirect costs. For each
RBOC, the ratio of avoided direct costs to total direct costs shown on the Indirect
Expense Worksheet was applied to these indirect costs to determine the avoided indirect
costs.
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39,47
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874173
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2621
106,516
82,556
73,068
9,488
17.458
195,661

404,814
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Al RBOCs

$ 712,311,228

$ 22,570,082
% 3862058
$ 16,432,140

$ 45,079,006
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25.99%

§ 24,200
$ 1,134,681
$ 758558
$ 72700
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Ratle of Avolded Casty 1o Regulate:
Aevenue, net of Acocess, Misc. Revs. 36,18% 32.56% a1.24% 36.74% 4407% 33.76% 32.51%

* Ravenue and expense data derfved from COSA-specitic ARMIS 43-03 reports. COS A-spadific, reguieted revenues and expenses were summed
to develop RBOG level account data. . .
** Dafinlion conforms lo hal used In AT&T's ‘Avoided Cosl' Model
x+ par AT&T's Avoided Gos1 Modat, twenly percent of cosls booked to Ihase accounls am deemed avoided,
*»2+ indiract expenses avolded as shown on *indiract Expense Workshee!”, axcepl for Operator Systems, which is totally avolded. Avoided inginect expenses for accounts other tken
Sperplor Syslems ars calculatsd as the praduct of tolal accoent value and the indirect sxpenss altocation fador,

34.85%
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Account Catsgory
Ihdirect Expinses: Regulated ABOC Financlais

Total Account Yalues to be Allocatsc

6110 Nelwork Support
8120 General Support
Axsignable Depreciation Exp.
AMlocated Gen’l Support Assets
Miocated Oyperator Systerma
6710 Executive and Planning
8720 Qanerai & Adminisirative

Total indirect Expense

Derivation of Depreciation Expanse Allocation Factor:
Toal Planl In-Service (ARMIS 43:02)
Total Land and Suppont Assals
Gperaler Systerns
Depracisiion Alicoation Factors
Raibo Support/TPIS
Ratic Op Sys/TRIS

8860 Total Allocable Depreciation Expanse
tndirect Expense Allocation Fadlors

Teta! Coels and Expense
Uneoliectibles

Tolal G&E + Uncolleciibles

Tolal Indirect Expanses
Balance: Total Oirect Expenss

Avoidad Direct Retal Expenses

Allecation Factol

(Avoided Direct/Total Direct)

Indires! Expense Worksheat

Amerltech

19,605
518,562
287,514
279,829

7,883

38,444

788,095

NN DHR
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$ 27,747 315
$ 4,183,219
$ 114,881

15.00%
0.41%

$ 185110

7077927

127,639
7,205,566
1,840,210

& £4 W o

5,566,356

o

1,911,402

34.4%
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$ 32,016,520
$ 5,209,366
$ 118,449

16.25%
0.37%

§ 2451783

7.333,118

134,287
8,087,705
2,227,500

W R P n

“w

5,840,605

$ 1,824,983
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16,465
856,255
435,085
424812

10,253
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§ 42,033 966
$ 6,041,581
$ 145823

14.07%
0.94%

$ 3018888
9733176

116,023
$,845, 190
2,558,297

7,200,902
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1,942 875

26.6%

NYNEX

§ 1201
$ 7584
$ 308,146
$ 300,245
$ 7.901
$ 74,106
$ 1,880,292

¢ 2 R4T 495
$ 32,131 246
$ 4,239,208
$ 111558

13.15%
0.35%

$ 2,275,670
$ 9268775
$ 181,134
$ 9,454 909
$ 2,837,495
$ 6617414

$ 1993158

30.4%

PacTel USWEST

$ 8678 § 7,850
$ 349280 $ 516565
$ M2727 § 405,131
$ 2334703 § 401,701
$ a0 3,430
$ 41244 § 87,341
$ 1216509 § 954,888

$ 1958418 § 1.677.788

$ 25046301 $ 28,976,801
$ 4891871 § 5,333,318

$ 117285 & 45,548
18.95% 17.79%
0.45% 0.15%

§ 1775275 § 2,257,838

6481452 $ 7,021,778
114388 § 71,021
68505840 § 7,082,799
1958418 § 1,877,765

4637422 § 5115034

-» > oYt v

15681683 § 1,348,105

33.8% 26.4%
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4,670
238,947
278,297
268,800

9,488

83,747
714,463

1,463,024

$ 27,682,360

$
$
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4,246,840
151,022

15.34%
0.55%

1,738,209
5,984, 12¢

73,130
6,057,250
1,453,024
4,604,235
1,260,904

274%
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